REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVSNCIAL 

LEGISLATURE AND THE CQUNCiL ON KAROO HOOGLAND LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. i have audited the accompanying financia! statements of the Karoo Hoogland Local 
Municipality, which comprise the statement of financial position as at 30 June 2011, and the 
statement of financial performance, statement of changes in net assets and cash fiow 
statement for the year then ended, a summary of significant accounting policies and other 
explanatory information, and the accounting officer’s report, as set out on pages xx to xx. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP), the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and 
the Division of Revenue Act of South Africa, 2009 (Act no. 1 of 2010 as amended), and for 
such internal control as management determines necessary to enable the preparation of 
financia! statements that are free from material misstatement, whether due to fraud or error. 

Auditor-GeneraFs responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 (Act 
No. 108 of 1996) and section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 
2004) (PAA), my responsibility is to express an opinion on the financial statements based 
on my audit. 

4. I conducted my audit in accordance with International Standards on Auditing and General 
Notice 1111 of 2010 issued in Government Gazette 33872 of 15 December 2010. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financiai 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity's preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonabieness of accounting estimates made by management, as 
well as evaluating the overall presentation of the financial statements. 

6. I believe that the audit evidence I have obtained is sufficiënt and appropriate to provide a 
basis for my qualified audit opinion. 



7. irregular expenditure was disciosed at R3 446 401 (30 June 2010: R0) in note 39.3 to the 
financial statements. 1 was unabie to perform satisfactory audit procedures to obtain 
reasonable assurance on the compieteness of irregular expenditure with regard to non- 
adherence to the Suppiy Chain Management (SCM) Regulations. 

Commitments 

8. No contract management system was in place for the identifïcation and recognition of 
contracts and there were no satisfactory alternative audit procedures that I could perform to 
obtain reasonable assurance that all commitments had been properly recorded. 
Consequently, I was unabie to obtain sufficiënt appropriate audit evidence to satisfy myself 
as to the compieteness of commitments of R11 629 158, as stated in note 41 to the 
financial statements. 

Taxes 

9. As a result of the marters described below, I was unabie to obtain sufficiënt appropriate 
audit evidence as to the compieteness, valuation and existence of, and the municipality’s 
rights to, the value-added tax (VAT) payable disciosed at R1 339 (30 June 2010: R809 571) 
in note 9 to the financial statements: 

© Output tax was understated and revenue overstated by R1 734 432 (30 June 2010: R 
186 054), as VAT received from the South African Revenue Service (SARS) fortaxable 
supplies made in the course of the furtherance of the municipality was disciosed as part 
of revenue in the statement of financial performance. 

• Input tax was understated and expenditure overstated by R1 923 450, as VAT claimed 
by the municipality was incorrectly recorded as part of expenditure in the accounting 
records of the municipality. 

© The municipality was unabie to reconcile the difference of R935 757 between the VAT 
payable balance as disciosed in the financial statements and the VAT returns submitted 
to SARS. Furthermore, the municipality did not perform monthly VAT reconciliations. 

• A provision should be made for the VAT that will become receivable or payable on the 
outstanding debtors and creditors at year-end, due to the municipality being on the 
payment basis. Sufficiënt appropriate audit evidence could not be obtained to confirm 
that such a provision had been made. I could not determine the effect on the account 
balances or classes of transaction contained in the financial statements. 

® The VAT payable, expenditure and revenue was overstated and unspent conditional 
grants understated with R338 088, as output tax on conditional grant income was 
erroneously recorded as part of expenditure in the accounting records of the 
municipality. 

Revenue 

10. Revenue of R13 476 581 for grant was not recognised in accordance with Standard of 
Generally Recognised Accounting Practice, GRAP 23, Revenue from non-exchange 
transactions. Had the grant been recognised as prescribed, revenue and expenditure would 
have been decreased by R13 476 581 respectively. 



11. 1 was unable to obtain sufficiënt appropriate audit evidence to condude on the 
completeness and valuation of property, plant and equipment of R161 598 98 (30 June 
2010: R167 932 350), as disclosed in note 10 to the financial statements, due to the 
following: 

© The asset register of the municipality was completely reconstructed during the current 
financial year. This register was used as a basis for the preparation of the financial 
statements as the process, which included the identification and valuation of assets that 
had not previously been included in the financial statements, was substantiaily 
compieted for property, plant and equipment disclosure purposes. An expert was used 
to value the infrastructure assets. 

The assumptions used by the expert to value the assets regarding deemed cost price, 
useful life and remaining usefu! life of the assets were not made available for audit. 1 was 
not provided with appropriate sufficiënt audit evidence that the expert’s methodology 
was appropriately and consistently applied due to the lack of supporting documentation 
in this regard. 

© A number of assets were recorded as expenditure in the accounting records of the 

municipality; as a result, the completeness of property, plant and equipment could not be 
confirmed. The municipality’s records did not permit the application of aiternative audit 
procedures regarding the completeness of movable tangible capita! assets. 

® Standards of Generally Recognised Accounting Practice, GRAP 3, Accounting policies, 
changes in accounting estimates and errors requires that an entity disclose for each 
prior year presented, to the extent practicable, the amount of the correction for each 
financial statement line item affected. The prior period error relating to the valuation of 
assets has been disclosed as a change in accounting policy in the notes to the financial 
statements and not as a prior year error. 

Qualified opinion 

12. In my opinion, except for the effects of the matters described in the basis for qualified 
opinion paragraphs, the financial statements present fairly, in all material respects, the 
financial position of the Karoo Hoogland Local Municipality as at 30 June 2011 and its 
financial performance and cash flows for the year then ended, in accordance with SA 
Standards of GRAP, the requirements of the MFMA and DoRA. 

Emphasis of matters 

13. I draw attention to the matters beiow. My opinion is not modified in respect of these 
matters: 

Restatement of corresponding figures 

14. As disclosed in note 32 to the financial statements, the corresponding figures for 

30 June 2010 have been restated because of a change in accounting policy during 2011 in 
the financial statements relating to property, plant and equipment. 

Unauthorised expenditure 

15. As disclosed in note 39.1 to the financial statements, unauthorised expenditure of 

R20 099 989 was incurred due to the overspending of the main divisions within the budget, 
namely R19 735 614 on operating expenditure and R364 375 on Capital expenditure. This 
unauthorised expenditure was subsequently approved by the council. 



AddiiionaE matters 

16. 1 draw attention to the matters below. My opinion is not modïfied in respect of these 
matters: 

R/ïaterial inconsistencies in other information included in the annuaE report 

17. Annuai report had not been received at the date of this report, a conclusion could not be 
drawn on the consistency between the financial statements and the audit report with other 
information included in the annuai report. 

Unaudited supplementary scheduSes 

18. The supplementary information set out in pages xxx to xxx does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and, accordingly, I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

19. In accordance with the PAA and in terms of General Notice 1111 of 2010 issued in 
Government Gazette 33872 of 15 December 2010, I include below my findings on the 
annuai performance report as set out on pages XX to XX and material non-compliance with 
laws and regulations applicable to the municipality. 

Predetermined objectives 

20.1 was unable to conduct the audit of performance against predetermined objectives, as the 
municipality did not submit its annuai performance report, as required by section 46 of the 
Municipal Systems Act of South Africa, 2000 (Act No. 32 of 2000) (MSA), section 121(3)(c) 
of the MFMA. 

Usefulness of information 

21. The following criteria are relevant to the findings below: 

® Measurability: Indicators are not well defined and verifiable; and targets are not specific, 
measurable and time bound. 

Planned targets not specific, measurable and time bound 

For all programmes, the planned targets were not: 

o specific in clearly identifying the nature and the required level of performance 

Planned targets not measurable 

For all programmes, the planned targets were not: 

© measurable in identifying the required performance. 

Planned targets not time bound 

For all programmes, the planned targets were not: 

e time bound in specifying the time period or deadline for delivery. 

Planned targets not well defined 

For all programmes, the planned and reported indicators were not clear, as unambiguous 
data definitions were not available to allow for data to be collected consistently. 



For the seiected programmes, vaiid performance management processes and systems 
that produced actuai performance againstthe planned measures did not exist for the 
measures. 

Compliance with laws and reguiations 

Strategie planning and performance management 

22. The municipality did not adopt and implement a framework that described and represented 
how the municipality's cycle and processes of performance planning, monitoring, 
measurement, review, reporting and improvement would be conducted, organised and 
managed, including determining the roles of the different role players, contrary to the 
requirements of sections 38, 39, 40 and 41 of the MSA and Municipal Planning and 
Performance Management Reguiations 7 and 8. 

23. The accounting officer of the municipality did not by 25 January assess the performance of 
the municipality during the first half of the financia! year, taking into account the 
municipality’s service delivery performance during the first half of the financial year and the 
service delivery targets and performance indicators set in the service delivery and budget 
implementation plan, contrary to the requirements of sectïon 72(1)(a)(ii) of the MFMA. 

24. The accounting officer of the municipality did not submit the results of the assessment on 
the performance of the municipality during the first half of the financial year to the mayor of 
the municipality, the National Treasury and the provincial treasury, contrary to the 
requirements of section 72(1 )(b) of the MFMA. 

Budget 

25. The municipality incurred expenditure in excess of the limits of the amounts provided for in 
the votes in the approved budget, contrary to the requirements of section 15 of the MFMA. 

Annual financia! statements, performance report and annual report 

26. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements in 
property, plant and equipment, accounts receivable, accounts payable, inventory, revenue 
and expenditure identified by the auditors were subsequently corrected, but the uncorrected 
material misstatements resulted in the financial statements receiving a qualified audit 
opinion. 

27. The performance report for the financial year under review was not prepared as required by 
section 46 of the MSA and section 121(3)(c) of the MFMA. 

Audit committee 

28. The audit committee did not function as required by section 166 of the MFMA, in that: 

© the audit committee did not advise the accounting officer of the municipality on marters 
relating to internal audits, performance management and performance evaluation; 

© the audit committee did not review the annual financial statements; and 

© the audit committee did not meet at least four times a year. 

29. The audit committee also did not advise the council of the municipality on the adequacy, 
reliability and accuracy of financial reporting and information, contrary to the requirements of 
section 166(2)(a)(iv) of the MFMA. 



30. The audit committee did not advise the municipa! council, the politica! office-bearers, the 
accounting officer and the management staff of the municipality on marters relating to 
compiiance with the MFMA, DoRA and other applicable legislation, contrary to the 
requirements of section 166(2)(a)(vii) of the MFMA. 

31. The municipality did not appoint and budget for a performance audit committee, nor was 
another audit committee utilised as the performance audit committee, as required by 
Municipa! Planning and Performance Management Regulation 14. 

Procurement and contract management 

32. Goods and services with a transaction value between R10 000 and R200 000 were 
procured without obtaining written price quotations from at least three different prospective 
providers, contrary to the requirements of SCM Regulation 17(a) and (c). 

33. Final awards and recommendations of awards to the accounting officer were not always 
made by an adjudication committee constituted, contrary to the requirements of SCM 
Regulation 29(2). 

34. Awards were made to suppliers that did not submit a declaration on their employment by 
the state or their relationship to a person employed by the state, contrary to the 
requirements of SCM Regulation 13(c). 

35. Awards were made to providers whose tax marters had not been declared by the SARS to 
be in order as required by SCM regulation 43. 

Human resource management 

36. Senior managers directly accountable to the municipal manager did not sign annual 
performance agreements for the year under review, contrary to the requirements of 
sections 57(1 )(b) and 57(2)(a) of the Municipal Systems Act. 

Expenditure management 

37. The accounting officer did not take reasonable steps to prevent unauthorised, irregular as 
well as fruitless and wasteful expenditure, contrary to the requirements of section 62(1 )(d) 
of the MFMA. 

Asset management 

38. The accounting officer did not take al! reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system which accounts for the 
assets of the municipality, contrary to the requirements of section 63(2)(a) of the MFMA. 

INTERNAL CONTROL 

39. In accordance with the PAA and in terms of General Notice 1111 of 2010 issued in 
Government Gazette 33872 of 15 December 2010, I considered internal control relevant to 
my audit, but not for the purpose of expressing an opinion on the effectiveness of internal 
control. The marters reported below are limited to the significant deficiencies that resulted in 
the basis for the qualified opinion, the findings on the annual performance report and the 
findings on compiiance with laws and regulations included in this report. 



Kimberiey 

30 November 2011 



AUDITOR. - GEMERA 
SOUTH A F R I C A 

Auc/iïing Io builcl public conficlen 



